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“Vicom’s world-class technology 
received overwhelming acclaim 
from the marketplace.” 


CORPORATE PROFILE 


Yicom Multimedia Inc. is a technology based communication, training 

and software development company. Our mandate is to provide: 

* — world-class research and development in the creation of state-of- 
the-art multimedia software. 

* proprietary products and multimedia courseware applications 
that utilize the latest digital technology for well defined vertical 
markets. 

* customized products, services and courseware including multimedia, 
video, computer graphics, slide and print. 


¢ the highest level of customer service and product quality. 


MISSION STATEMENT 


To excel in a global marketplace as a profitable and innovative 
developer of multimedia software, products and services, fostering high 


performance, integrity and uncompromising customer service. 


COVER ILLUSTRATION 


Vicom Multimedia Inc. has a history of profitable excellence and through 


its vision of the future is expanding to the global marketplace. 
Operating within a high performance culture, Vicom’s growth is achieved 
through commitment to the development of new products and services 


which emphasize high knowledge, high technology and electronic 


commerce, 
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PRESIDENT’S MESSAGE 


YEAR ONE—DEMANDING BUT SUCCESSFUL 


Vicom Multimedia Inc. became a public company in 1994, and at that 
time we set and achieved a very demanding schedule. Our challenge 

was to complete the research and development of three sophisticated, 
leading-edge proprietary software products: 


SAFE-T-Disc™ 
SmartCatalog ™ 
TekDisc™ 


Next, we launched an aggressive marketing program that has demon- 
strated the revenue earning capability of these products. Equally 
important was our commitment to growth of our traditional business. 
After meeting our objectives, Vicom is poised for an exciting and 


profitable second year. 


INVESTMENT POTENTIAL 


Patience is a virtue, and that was never more true than this last year. 


Our prospectus stated that 1995 would be a year of research and 
development. | am pleased to report that we remain on schedule and 
are more confident than ever of rewards for our investors in the 


coming months and years. 


Yicom’s stock has strengthened as a direct result of contracts and 
agreements signed for our products and software. An aggressive nation- 
wide public relations strategy will ensure increased interest in Vicom 
and our unfolding story. Customer demand for our products and 


software along with investor interest in our stock will be heightened. 


MARKETING STRATEGIES FOR WORLD-CLASS 
TECHNOLOGY 


Vicom’s world-class technology received overwhelming acclaim from 

the marketplace, indicating a strong consumer product and software 
demand. This is reflected by the contracts signed with industry leaders 
such as the National Center for Construction Education and Research, 


Sterling Software, Inc. and Sony of America. 


We also listened closely to the marketplace. This attention resulted in 
modification of each division’s products and distribution strategies as 
required. We now have a significant number of end users, and the sales 
and marketing partners of choice. The time invested in this process 


promises a stable, long-standing income stream for each division. 
YEAR ONE PERFORMANCE — ON TARGET 


In 1995, Vicom was highly focused on our research and development 
efforts. To not allow this important activity to overshadow our overall 
performance, the Company established and met specific 

measurable objectives: 


¢ Maintaining revenue from traditional business—In an intensely 
tough market and amidst the pressures of becoming a public 
company, our traditional production business not only sustained 
itself but also grew by approximately 10 percent, and continued 


to win industry awards. 


Winspear Business Reference Room 
University of Alberta 

1-18 Business Building 

Edmonton, Alberta T6G 2R6 


“...We have demonstrated our 
ability...to keep pace with this 
fast-paced world.” 


Daniel Chugg 


President 


“Our Leadership Team holds a 
commitment towards growth.” 


° — Generating revenues from new products—Our three new products 
generated approximately $1 million in revenue at the same time 
as we were adjusting our sales and marketing strategies to more 
effectively align with the marketplace for the future. We anticipate 
this alignment will result in a greater portion of future revenue 


earned from products, resulting in a higher overall gross margin. 


Fiscal 1995 ‘Fiscal 1996 _—_—‘ Fiscal 1997E 


SERVICE 50% 
PRODUCTS 50% 
SERVICE 89% 
PRODUCTS 11% 
SERVICE 100% 


Barry Chugg Dale Hardy 


Creating the basis for self-sustaining divisions—A goal was for 
each new division to demonstrate the potential to be self- 
sustaining by exhibiting ability to generate revenues, reduce 
expenses, and sign distribution agreements to result in a 
profitable operation. 


Demonstrating consistent growth—Vicom experienced consistent 
growth in revenues from $0.8 million in the first quarter to 
$1.7 million in the fourth. We have confidence, based on signed 
contracts and the outstanding market response to our new 
products, that this growth will continue. 


Lesley Hayes 


Vice President, Organizational Effectiveness Vice President, Business Development, Vice President, Operations 


& Chief Financial Officer 


Dales 


Millions of Dollars 


As exhibited, we met our key performance targets. Vicom did forecast a 
loss for the last fiscal period because of our intense work and expense 
related to research and development. We are now positioned for an 
aggressive future. 


YEAR TWO—GROWTH 


Our leadership team photograph includes an unfilled chair, which is our 
symbol for the commitment we hold towards growth. 


We welcomed Michael Lightheart to our leadership team in 1995 as the 
Vice President, Research and Development. Michael headed our research 


and development team and now shares his expertise company-wide. 


Our employees continue to make Vicom an innovative and exciting 
company. Embraced by the high performance culture of the Company, 
and with the freedom to perform, each and every team member 
contributes to our success. 


As our growth continues, world-class talent will be sought for the 
Company in our quest to provide products and services to a global 
marketplace. With this vision, we are confident that premium returns 
can be gained for our investors. 


“Embraced by the high performance 
culture...every team member 
contributes to our success.” 


Dan Cloutier 
Vice President, Sales & Marketing 


Michael Lightheart 


Vice President, Research & Development Director 


Michael Lang 


“Our traditional production 
business not only sustained 
itself but also grew...” 


VICOM’S MEDIA PRODUCTION CENTRES 


Stronger than Ever 


Vicom Multimedia made a number of strategic investments in our Media 
Production Centres last year, ensuring that both Edmonton and Calgary 
remained on the forefront of production technology. The result: one of 
the most profitable years ever, growth within both divisions, and 
improved customer service and financial performance. Vicom’s high 
performance culture is truly demonstrated by these divisions. 


This year, the Edmonton operation undertook the single largest project 
in the Company's history, production of the Physics 30 telecourse 
comprised of 48 half-hour programs for ACCESS/Alberta Education. Based 
on the success of this project, Vicom has entered into a partnership 
with ACCESS that will use our Multimedia Publishing System to convert 
the series to a multimedia format; a prime example of how our 
different divisions complement and support each other. The pilot 


component of the conversion is well underway. 


Calgary production also had a strong year, winning another major 
production award for a highly acclaimed community service program. 
While profitability remains a priority, we believe our involvement in the 
community as a good corporate citizen pays off in many ways including 
the bottom line. The Calgary operation also initiated and launched a 
unique broadcast business series featuring leading businesses and indus- 
tries from across the Province of Alberta. 


As we continue to integrate our production centres with our core 
technology, Vicom's Multimedia Publishing System, we have a concrete 
example of the tremendous advantage our software offers. Our 
Edmonton and Calgary production centres will use this advantage to 
capture an even greater market share in the months ahead. 


Vicom has positioned our Media Production Centres to continue to 
generate consistent cash flow, and integration of our experience and 
resources within our proprietary software product divisions provides 


competitive advantage. 


SMARTCATA!OG™ 


New Products, New Partners, New Opportunities 


Winning the prestigious Microsoft Canada’s “Solutions in Action 
Challenge” in 1994 did not make our SmartCatalog™ Division over 
confident and complacent. Rather, Version 2.1 was released, featuring 
improved functionality and additional features. This new product version 
benefited from marketplace input, and is the first software in the world 
to incorporate the multimedia needs of the Fortune 500 companies 
purchasing departments. 


Sterling Software, Inc.(NYSE:SSE), the world’s eighth largest software 
company, signed an alliance with Vicom and was instrumental in identi- 
fying electronic commerce demands of major corporations. Enterprise- 
wide networks and software offer the cost effective solutions that these 


large organizations are looking for. 


One of the significant costs of doing business is managing the 
purchasing process. The new version of SmartCatalog™ supports a 
multi-vendor "buying hub" approach. This means that, by using 
SmartCatalog™', organizations have a single source for ordering 
products and services from all their vendors. Any vendor wanting to 
provide these products and services must purchase SmartCatalog ™ 
software in order to become one of the vendors accepted by the 
"buying hub”. 


The Sterling alliance brings the strength of their global expertise as one 
of the largest electronic commerce network providers. More than 100 
Fortune 500 companies use a Sterling network. Notably, Sterling has 
selected SmartCatalog'™ software to provide the multi-vendor 


purchasing process for these customers. 


During 1995, SmartCatalog'” was showcased at more than I5 trade 
shows and gained considerable media attention from in excess of ten 
national/international magazines and newspapers. Members of the 
SmartCatalog™ team have addressed several audiences as the keynote 


speaker. And we won a Canadian Productivity Award. 


The electronic commerce industry is growing annually by 30 to 40 
percent, and is expected to be a $3 billion industry by the turn of the 
century. Inter-company electronic commerce is still in its early stages of 
adoption, but promises to be a critical piece of business practice in the 
very near future. With our products and strategic alliances, we are well 
positioned to be a significant player. And the open structure of our new 
SmartCatalog™ version permits it to be integrated with other enter- 


prise solutions arriving in the marketplace. 


It is said that the world of high technology lives in "dog years”. Over 
this last year, we have demonstrated our ability to rapidly adapt both 
our product and strategies to keep pace with this fast-paced world. 


“_..the first software in the 
world to incorporate the 
multimedia needs of the 
Fortune 500 companies...” 


“the most comprehensive 
health and safety training 
product ever developed for the 
construction industry.” 


SAFE-T-DISC™ 


at Work 


SAFE-T-Disc™ is the most comprehensive health and safety training 
product ever developed for the construction industry. Now available in 
Canadian and United States markets, it has been acclaimed for its 
content completeness and the effective educational design and ability to 


match learning styles of the targeted audience. 


SAFE-T-Disc™ is highly sensitive to the marketplace, and demonstrates 
flexibility in its sales and marketing strategy. The original plan of direct 
sales to industry and end users remains key, but a number of strategic 
marketing and distribution agreements have been signed that will 


provide significant long-term returns. 


A key agreement for SAFE-T-Disc™ is with the National Center for 
Construction Education and Research (NCCER), which represents 70 
percent of the U.S. construction industry. Members of the NCCER include 
such well known companies as Fluor Daniel, Brown & Root, Caterpillar, 
3M and Sherwin Williams, and is also supported by ABC (Associated 
Builders and Contractors—a non-union association) and AGC (Associated 


General Contractors—a union association). 


The NCCER will provide a central registry for the industry and is 
setting up some 1,000 training centres across the U.S. The NCCER has 
chosen SAFE-T-Disc™ as the safety training product of record for its 
membership. Vicom will receive $60 per worker trained until we recover 
50 percent of our investment, and approximately $20 per worker 
trained thereafter. As more than seven million construction workers 
require the training provided by SAFE-T-Disc™, Vicom is excited by the 
promising future for this product. 


Part of the NCCER agreement gives publisher Prentice Hall the rights to 
distribute the product to the secondary educational institutes across the 
U.S. SAFE-T-Disc™ will receive a similar per head royalty as 

previously mentioned. 


To complete our distribution strategy, Vicom signed a distribution 
agreement with Coastal Video Communications Corp., one of the largest 
producers and distributors of professional occupational health and safety 
training products in the United States. Vicom will receive 50 percent of 
Coastal’s gross sales of SAFE-T-Disc™. This relationship should capture 
the 30 percent of the marketplace not covered by the NCCER. 


Canada was key to our initial product introduction, and we have agree- 
ments with a majority of the provinces. This home base allowed Vicom 


to focus efforts at the larger and lucrative U.S. marketplace. 


As the importance of occupational health and safety training 
gains prominence not only in North America but world-wide, Vicom’s 
SAFE-T-Disc™ Division is well positioned to leverage on our proven 


products and design. 


TEKDISC™ 


First to Market 


Our belief that there was tremendous business potential in providing 
productivity/information tools, in the form of multimedia technical 
service and maintenance manuals, for technicians in the consumer 


electronics service industry has been proven right. 


Highlighting these activities are agreements with a world leading 
manufacturer of consumer electronics, Sony Electronics, Inc. We are 
delivering Sony TekDisc™ manuals on four of their major product lines 
including their Mini CDs, camcorders, power supplies and CD audio 
players. As with any new technological breakthrough, adoption by 
industry leaders is critical. The agreement with Sony has provided the 
credibility needed to demonstrate not only our capability to create 
multimedia manuals, but the industry acceptance of this new 


concept and approach. 


We said that one of the important things learned this year was to be 
adaptable. The TekDisc'™ business strategy epitomized this by signing a 


production and distribution agreement with Sencore Inc. 


Vicom's initial concept was to create and distribute TekDisc™. We 
quickly gained knowledge that other companies were already well 
positioned for this activity, and that a partnership relationship would be 
beneficial to Vicom. Sencore Inc. was identified as a desired partner, and 
Vicom recently formalized an agreement with this company. Sencore is a 
highly strategic business partner in that: 


* their core business is providing test equipment to the consumer 
electronics industry, 

* their products are in 80 percent of all the service shops in North 
America, 

* they have a strong and well established relationship with the 
major manufacturers, 

* — they have a large and experienced sales and marketing force with 


the required distribution infrastructure. 


In demonstration of their commitment to TekDisc™, Sencore has 
agreed to pay a $750,000 licensing fee, committed the time, money 
and resources to set up a TekDisc™ publishing system within their 
Sioux Falls operation, and will provide Vicom with a 10 percent royalty 
on all TekDisc™ sales. Sencore also brought Samsung Inc. to the table, 
and is paying Vicom to create a series of TekDisc™ discs and a 


comprehensive monitor training course for that corporation. 


We believe our agreement with Sencore will ensure that we capture 
market share in this consumer electronics industry. Vicom's flexibility 
and adaptability means we can leverage the research and development 
for a particular product into a core technology for our 


entire organization. 


“Our belief that there was 
tremendous business 
potential...has been 
proven right.” 


“a core technology with vast 
applications exceeding our 
expectations.” 


VICOM’S MULTIMEDIA PUBLISHING SYSTEM 


our Core Technology and the First of its Kind in the World 


Vicom’s research and development dedication has resulted in the 
creation of a core technology with vast applications exceeding our 


expectations. The new product is a Multimedia Publishing System 


described by the New York based Gartner Group as “a large-scale multi- 


media development and publishing system ... to manage and deliver 
consistent, low cost, high quality multimedia applications”. 


Acumen Capital Finance Partners Limited, based in Calgary, in their 
report of March 14, 1996 used an analogy to explain this new 
technology by comparing how word processing software revolutionized 
typewritten documents. “Vicom’s Multimedia Publishing System is a suite 
of software tools that is the word-processor equivalent to multimedia 
authoring.” We refer to the system as the world’s first 

“Multimedia Factory”. 


Patents are pending on this technology. Vicom is in discussion with 
industry leaders representing a number of large potential markets. Much 
of this year will be directed toward identifying the best markets and 
marketing alliances. 


The National Research Council of Canada has again confirmed the 
importance of this new technology and provided a second grant to 
assist in conforming our system to industry standards such as 
SGML and CALS. 


Multimedia is evolving from the front pages of computer magazines to 
the headlines of business publications. As this happens, Vicom is gaining 


prominence as a lead developer and supplier to mainstream business. 


The Acumen report further states, "Vicom's Multimedia Publishing System 
is a broad-based platform technology from which many vertical market 


product applications can be developed." These applications include: 


* technical, procedural and maintenance manuals, 
* education and training courseware, 

* enterprise wide webs (intranets), 

¢ electronic commerce (catalogues), 

* on-line databases. 


Vicom's Multimedia Publishing System has the potential to become the 
defacto standard in the rapidly emerging world of distributed networks 
for multimedia development and delivery. It is Vicom's greatest 
"hidden asset”. 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


The following discussion has been prepared by Management as a review 
of the Company's operating results and financial condition based on 
accounting principles generally accepted in Canada. It should be read 
in conjunction with the Company’s 1996 audited consolidated 

financial statements. 


GENERAL 


The Company continues its transition from a service provider to that of 
a software product development company. Fiscal 1996 demonstrated the 
advancement of the three proprietary software products in which the 
Company invested significant capital and human resources. Additionally, 
the Company’s core multimedia publishing technologies are becoming a 


central focus of continued research and business development. 


The Company is now a public company, having listed its shares on 
The Alberta Stock Exchange effective November 16, 1994 through a 
successful maximum share offering of $4,000,000. The funds have been 
invested as originally planned and as disclosed in the prospectus dated 
November 1, 1994. 


RESULTS OF OPERATIONS 
REVENUE AND GROSS PROFIT 


The Company recorded revenues for the fiscal year ended January 31, 
1996 of $5,100,000, up $1,350,000, or 36%, from 1995. This was due 
to an increase in revenue from the production service business and 
from initial sales of the proprietary software products. Revenue from 
production service was $4,515,000, an increase of $766,000, or 20%, 
from 1995 due to increased sales activity and a strong market. 
Revenues for proprietary software sales were $585,000 as compared to 
nil for the previous year. It should be noted that an additional 


$425,000 of proprietary software sales revenue was achieved and was 


applied directly to the reduction of research and development expenses 
for the year. Therefore, total proprietary software revenue was 
$1,010,000. 


The Company incurred production expenses of $2,705,000, which were 
up by $377,000, or 16%, from the previous year. This increase is 
attributed to the increased production activity as related to the 
production service business. The production expenses represent 53% of 
revenue this year and 62% last year. Fiscal 1996 demonstrated a gross 
profit margin of 47% versus 38% for fiscal 1995. This improvement 
reflects stronger results in the production service business and highlights 
the intrinsically higher gross margins possible from the proprietary 


software business. 
SELLING AND GENERAL/ADMINISTRATIVE EXPENSES 


The Company's selling expenses of $1,016,000 were up $533,000, or 
110%, from fiscal 1995. The total cost reflected the increased effort in 
the competitive marketplace and also indicated increased efforts in 
marketing proprietary software products to international markets. Sales 
expenses represent 20'% of revenues this year and 13% of revenues 


last year. 


General and administrative expenses were $1,348,000, which was an 
increase $432,000, or 47%, compared to the previous year. This reflects 
the allocation of costs to the new product commercialization, creation 
of a US subsidiary and an increase in amortization. General and admin- 
istrative expenses represent 26% of this year’s revenue and 24% of 


last year’s revenue. 


“Vicom experienced consistent 
growth in revenues...” 


“We have confidence...that this 
growth will continue.” 


MANAGEMENT?’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


RESEARCH AND DEVELOPMENT EXPENSES 


During fiscal 1996, the Company accelerated its extensive research 

and development activities. The Company has recorded expenditures of 
$2,872,000 for the research and development of the three major 
proprietary software products. It should be noted that this amount was 
offset by the sum of $425,000 of software revenue resulting in a net 
expense of $2,447,000. These costs are net of the $18,000 that the 
Company received from the National Research Council’s Industrial 
Research Assistance Program during the period. In accordance with the 
Company's conservative accounting policy and stringent deferral criteria, 
these expenditures have been expensed in fiscal 1996 and as of 
January 31, 1996, no program development costs are deferred. The 
financial statements disclose the extent of the unrecognized tax 
benefits available. 


During fiscal 1996, versions of two proprietary software products, 
SmartCatalog™ and SAFE-T-Disc™, achieved commercial market 
acceptance. Accordingly, revenues of $585,000 and costs of $809,000 for 
these projects in the third and fourth quarters of 1996 were excluded 


from research and development expenditures. 


It is expected that research and development expenditures will be less 
in fiscal 1997 than in fiscal 1996 as certain Research and Development 
projects will be completed and commercialization of related projects will 
carry on through the year. Management is committed to ongoing 


research and new product development. 
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NET EARNINGS 


Fiscal 1996 shows a net loss of $2,416,000, or $0.18 per share, as 
compared to a net loss of $1,219,000, or $0.14 per share for the 
previous year. This reflects the Company’s aggressive investment in 
research and development combined with international marketing efforts 
and other initial costs related to software product launches. The 
Company showed earnings of $31,000 before research and 

development expenses of $2,447,000. 


LIQUIDITY AND CAPITAL RESOURCES 


At January 31, 1996 the Company has in excess of $244,000 in cash 
and has available an operating line authorized to a limit of $600,000. 
The Company also has a non interest bearing loan of $414,000 with 
Western Economic Diversification and is able to draw a further 
$286,000 under the same terms. Repayments are not required until 
September, 1997. Furthermore, the Company has received approval for 
$191,000 of additional grants from the National Research Council of 
Canada. In summary, at January 31, 1996, the Company has $1,321,000 
available for future activities in addition to the future profitable opera- 
tions anticipated in fiscal 1997. 


The Company also is currently evaluating alternative capital sources 
including those of the public markets to accelerate the market 


penetration and development of its proprietary products. 
RISKS AND UNCERTAINTIES 


The Company is subject to the risks normally associated with the 
operation of a production service business and a software development 
business. The Company must ensure that adequate systems and material 
resources are available to respond to competitor aggression or 

market demands. 


MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


The success of the Company continues to be dependent on management 
and skilled personnel. The loss of such management and personnel could 
negatively affect the performance of the Company. 


There are a number of risks associated with the development and 
marketing of technology based products and additional core technology. 
The CD-ROM and multimedia markets are new and relatively unproved 
and thus carry higher risks than more established markets. There is a 
risk that new competitive products may prove to be superior in product 
design. Although the Company has taken necessary precautions to 
protect its intellectual property, it may be possible to imitate, copy or 
otherwise obtain the Company's intellectual property. Outside of North 
America and Western Europe, effective intellectual property protection 


‘may be limited. 


Although significant progress has been made in the areas of marketing, 
the Company is still in an early phase of marketing proprietary 
‘software products, and the Company has had limited experience in 
marketing to an international marketplace. The Company is aggressively 
acquiring the marketing expertise and distribution channels to meet 
these challenges, but there is a risk that larger companies with more 
resources and experience could capture markets at the expense of the 
Company. The risks are spread across the software products, each of 


which is at a different phase of development and market penetration. 


Management carefully scrutinizes research and development expenses to 
assess whether any such costs should be deferred. While Management is 
confident of its products, the types of uncertainties identified above 


have resulted in no costs being deferred as at January 31, 1996. 


OUTLOOK 


The outlook for the Company is very positive. The Company is staying 
the course for its product development plans as disclosed in the 
prospectus and last year’s annual report. Cash flow for fiscal 1996 was 
as planned and the results of expenditures, both in terms of product 
development and market acceptance, is encouraging. Management is 
committed to ensuring that adequate working capital, both from 
profitable operations and alternative capital sources, is available to facil- 
itate the growth of the Company. 


Management anticipates break-even earnings in the first quarter of 
fiscal 1997 as the proprietary software products generate a greater 
share of the overall revenue. Management also anticipates that the fiscal 
year ending January 31, 1997 will show net earnings for the share- 
holders. The Company will continue to look for opportunities that will 


expand our businesses through new products or through acquisitions. 


The Staff, Management, and Board of Directors of Vicom Multimedia Inc. 
believe the Company has positioned itself for strong growth this year 


and are focusing on profitable results for the Company's shareholders. 


“Vicom is poised for an exciting 
and profitable second year.” 


MANAGEMENT’S REPORT 


The consolidated financial statements of Vicom Multimedia Inc. were 
prepared by Management in accordance with accounting principles 
generally accepted in Canada. The financial and operating information 
presented in this annual report is consistent with those financial state- 
ments. 


Management has designed and maintains a system of internal controls 
to provide reasonable assurance that the Company's assets are 
safeguarded and to facilitate the preparation of financial statements for 


reporting purposes. 


KPMG Peat Marwick Thorne, as the external auditors appointed by the 
shareholders, have conducted an independent examination in order to 
express their opinion on the consolidated financial statements. These 
financial statements have been approved by the Board of Directors on 
the recommendation of the Audit Committee. 


ee 


Dale C. Hardy 
Vice President, Finance, and Secretary 
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AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Vicom Multimedia 
Inc. as at January 31, 1996 and 1995 and the consolidated statements 
of operations and retained earnings (deficit) and changes in financial 
position for the years then ended. These financial statements are the 
responsibility of the Company's management. Our responsibility is to 


express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform an audit 
to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial state- 
ments. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating 


the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in 
all material respects, the financial position of the Company as at 
January 31, 1996 and 1995 and the results of its operations and the 
changes in its financial position for the years then ended in accordance 


with generally accepted accounting principles. 


Vem G Cade Mar wide ieee 


Chartered Accountants 


Edmonton, Canada 


March 29, 1996 


CONSOLIDATED BALANCE SHEETS 


January 31, 1996 and 1995 


1996 1995 
Assets 
Current assets: 
Cash $ §6244,101 $ 2,318,317 
Accounts receivable and accrued revenue 1,303,025 679,051 
Work-in-progress, at cost 15,287 26,341 
Investment tax credits receivable — 60,899 
Prepaid expenses and other assets 65,808 34,988 
1,628,221 3,119,596 
Capital assets (note 2) 1,773,204 1,676,834 
$ 3,401,425 $ 4,796,430 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable and accrued liabilities $ 537,842 $ 692,548 
Production advances 679,822 76,980 
Current portion of long-term debt (note 4) — 3,800 
1,217,664 773,328 
Long-term debt (note 3) 414,955 — 
Deferred lease inducement 6,204 8,460 
Shareholders’ equity: 
Share capital (note 4) 4,782,397 4,618,397 
Deficit (3,019,795) (603,755) 
1,762,602 4,014,642 
Commitments (note 5) 
$ 3,401,425 $ 4,796,430 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Bt lady thy. 


Director Director 


CONSOLIDATED STATEMENTS OF OPERATIONS AND 
RETAINED EARNINGS (Deficit) 


Years ended January 31, 1996 and 1995 


1996 1995 
Revenue $ 5,100,490 $ 3,749,360 
Production expenses: 
Outside services 1,173,453 1,082,966 
Salaries and benefits 1,347,027 1,044,464 
Production supplies and other 184,518 200,468 
Total production expenses 2,704,998 2,327,898 
Gross profit 2,395,492 1,421,462 
Selling expenses: 
Salaries and benefits 508,506 166,841 
Commissions 188,719 127,833 
Business development 267,760 105,534 
Advertising and promotion 50,719 82,345 
Total selling expenses 1,015,704 482,553 
General and administrative expenses: 
Salaries, bonuses and benefits 419,158 266,738 
Amortization 383,786 191,942 
Office and other 235,682 189,143 
Facilities rent 165,166 153,839 
Consulting and professional fees 75,546 31,870 
Utilities 65,591 55,199 
Bank charges and interest 3,509 9,610 
Interest on long-term debt and leases — 17,680 
Total general and administrative expenses 1,348,438 916,021 
Earnings before the undernoted 31,350 22,888 
Research and development (note 6) (2,872,270) (1,308,427) 
Less revenue earned on projects under development 424,880 = 
Net research and development expenditures (2,447,390) (1,308,427) 
Loss before income taxes (2,416,040) (1,285,539) 
Income taxes (note 7): 
Deferred (reduction) — (66,854) 
Net loss (2,416,040) (1,218,685) 
Retained earnings (deficit), beginning of year (603,755) 614,930 
Deficit, end of year $ (3,019,795) $ (603,755) 


Loss per share $ (0.179) $ (0.137) 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Years ended January 31, 1996 and 1995 


1996 1995 
Cash provided by (used in): 
Operations: 
Net loss $ (2,416,040) $ (1,218,685) 
Items which do not involve cash: 
Amortization 383,786 222,546 
Amortization of deferred program development costs — 266,217 
Deferred income taxes = (66,854) 
Loss (gain) on disposal of capital assets (10,088) 48| 
Changes in non-cash operating working capital: 
Accounts receivable and accrued revenue (623,974) (127,649) 
Work-in-progress 11,054 25,879 
Investment tax credits receivable 60,899 (60,669) 
Prepaid expenses and other assets (30,820) 30,986 
Accounts payable and accrued liabilities 69,294 164,546 
Production advances 602,842 76,980 
(1,953,047) (686,222) 
Financing: 
Net proceeds from issue of shares 164,000 4:376,166 
Proceeds of long-term debt 414,955 8,345 
Repayments of long-term debt (3,800) (289,699) 
Deferred lease inducement (2,256) (2,256) 
572,899 4,092,556 
Investments: 
Additions to capital assets, net of related investment tax credits (482,580) (929,674) 
Increase (decrease) in accounts payable and accrued liabilities 
relating to capital asset additions (224,000) 224,000 
Proceeds on disposal of capital assets 12,512 800 
Increase in deferred program development costs, net _ (151,643) 
(694,068) (856,517) 
Increase (decrease) in cash (2,074,216) 2,549,817 
Cash (bank indebtedness), beginning of year 2,318,317 (231,500) 
Cash, end of year $ 244,101 $ 2,318,317 


See accompanying notes to consolidated financial statements. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Years ended January 31, 1996 and 1995 


The Company is engaged in multimedia video and interactive communications and software development. The Company is subject to the provisions of 


the Business Corporations Act of Alberta and its shares are listed on The Alberta Stock Exchange. 


(a) 


(b) 


(c) 


(d) 


(e) 


. Significant accounting policies: 


Basis of consolidation: 
These consolidated statements include the accounts of the Company's wholly-owned subsidiary company incorporated in the United States. 


The subsidiary had no significant activities, assets or liabilities. 


Capital assets: 

Capital assets are stated at cost less investment tax credits. Amortization is provided using rates sufficient to amortize the costs over the 
estimated useful lives of the assets. The methods and rates of amortization used are as follows: 

Asset category Method Rate 
Production equipment Declining balance 20% 
Leasehold improvements Straight-line Lease term 
Office furnishings and equipment Declining balance 20% 
Automotive equipment Declining balance 30% 
Computer software Declining balance 50% 
Research and development costs: 

The Company expenses research expenditures. Program and software development costs are expensed as incurred unless they meet 
generally accepted accounting criteria for deferral. The Company applies a stringent interpretation of the criteria. The Company reassesses 
whether each major project has met the relevant criteria on a quarterly basis. Research and development costs are reduced by the 
related government assistance and tax incentives. 

Revenue recognition: 

Sales of software products are recognized when the product is shipped and accepted by the customer. Revenue from the sale of 
customized software packages, including implementation and installation services, is recognized on a percentage-of-completion basis. Fees 
from support agreements for software packages are initially recorded as deferred revenue and recognized as revenue over the terms of 
the agreements. 

Software license fees are recognized as revenue upon the fulfillment of all significant obligations under the terms of the license agreements. 
Deferred lease inducements: 


Lease inducements received are amortized to operations on the straight-line basis over the term of the related lease. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended January 31, 1996 and 1995 


2. Capital assets: 


1996 
Accumulated Net book 
Cost amortization value 
Production equipment $ 2,326,428 $ 1,282,879 $ 1,043,549 
Leasehold improvements 411,218 142,459 268,759 
Office furnishings and equipment 588,362 240,482 347,880 
Automotive equipment 24,117 8,170 15,947 
Computer software 167,060 69,991 97,069 
$ 3,517,185 $ 1,743,981 $ 1,773,204 
1995 

Accumulated Net book 
Cost amortization value 
Production equipment $ 2,132,287 $ 1,058,477 $ 1,073,810 
Leasehold improvements 376,652 102,890 273,762 
Office furnishings and equipment 423,125 169,634 253,491 
Automotive equipment 17,844 2,837 15,007 
Computer software 87,291 26,527 60,764 
$ 3,037,199 $ 1,360,365 $ 1,676,834 

Long-term debt: 
1996 1995 
Interest-free loan $ 414,955 $ — 
Equipment capital lease _ 3,800 
414,955 3,800 
Current portion of long-term debt _ 3,800 
$ 414,955 $ _ 


eee 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended January 31, 1996 and 1995 


During fiscal 1996, the Company received the initial proceeds of an interest-free loan from the Government of Canada—Department of 
Western Economic Diversification. The maximum proceeds available under this loan are $700,000. The loan is repayable in six equal quarterly 


installments beginning in September, 1997. Annual repayments of the loan are as follows: 


Fiscal 1998 $ 138,318 
Fiscal 1999 216,637 


In addition to the credit facility identified above, the Company has a revolving line of credit authorized to a limit of $600,000 which bears 
interest at prime plus 1%. The line of credit is secured by a general security agreement and assignment of life insurance on officers of 


the Company. 


Share capital: 


1996 1995 
Authorized in unlimited number: 
Class A and B voting common shares 
Class C and D non-voting common shares 
Class P-I preferred shares 
Issued: 
13,673,500 Class A shares (January 31, 1995—13,473,500) $ 4,782,397 $ 4,618,397 


el 


The Company amended its share capital structure to split each of its issued common shares into 500 common shares in September, 1994. 
During the year ended January 31, 1995, the Company issued 7,795,500 Class A shares for cash consideration of $4,838,500 before share issue 
expenses of $462,334. Included in these share issues were 4,000,000 Class A shares issued pursuant to a public share offering for gross 


proceeds of $4,000,000. The Company's shares were listed on The Alberta Stock Exchange in November, 1994. 


The Company granted the agent for the public offering an option to purchase 200,000 Class A shares at $1.00 per share. These shares were 


issued during the year ended January 31, 1996 for cash consideration. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended January 31, 1996 and 1995 


The Company has granted options for the purchase of Class A shares at $1.00 per share to its employees, directors and consultants as 


follows: 

Number of shares Expiry date 
1,115,150 shares September, 1999 
217,400 shares November, 1999 to January, 2001 
Commitments: 


The Company is committed to the following minimum annual rental payments under operating lease agreements for office equipment, 


vehicles and premises: 


1997 $ 139,532 
1998 138,869 
1999 126,296 
2000 61,579 


Research and development: 


Costs related to product research, and product development costs which do not meet the Company's stringent criteria for deferral, have 
been expensed in the Company's statement of operations. These costs include direct expenses for research, product development, market 


development and an allocation of overhead expenses. 


1996 1995 

Research and development expenditures $ 2,891,095 $ 1,555,427 
Less National Research Council funding (18,825) (217,000) 

Less investment tax credits received — (30,000) 

$ 2,872,270 $ 1,308,427 


In fiscal 1996, the National Research Council authorized a $210,000 grant for future research and development (1995—$217,000). 
Accounts receivable at January 31, 1996 include $18,825 relating to this assistance (1995—$55,000). 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Years ended January 31, 1996 and 1995 


During the third quarter of fiscal 1996, the Company determined that two of its projects achieved commercial market acceptance. 
Accordingly, revenues of $585,000 and costs of $809,000 for these projects in the third and fourth quarters of 1996 were excluded 


from research and development expenditures. These revenues are included in revenue on the statement of operations. 
Income taxes: 


The expected effective tax rate for a public company is approximately 44%. The Company incurred a loss before income taxes in 
fiscal 1996. No recovery of prior years’ taxes is available and no tax benefit of the loss has been recognized in these 


financial statements. 


The Company's provision for income taxes for the year ended January 31, 1995 reflects a reduction in deferred income taxes of 
$66,854. This reduction is the tax benefit of the loss for the year only to the extent the Company had deferred tax credits 
recorded to January 31, 1994. 


The Company has non-capital income tax losses of approximately $2,482,000 which may be carried forward to reduce future years’ 
taxable income. These losses expire as follows: 


1997 $ 200 
1998 1,000 
1999 6,500 
2000 3,000 
2001 93,000 
2002 890,300 
2003 1,488,000 


As of January 31, 1996, the Company has unrecorded investment tax credits available for income tax purposes. These credits amount 
to approximately $269,000 and may be used to reduce future federal taxes payable. These credits expire between the years 2003 
and 2006. In addition, the Company has deductions available for tax purposes in excess of those already claimed for accounting 


purposes in the amount of approximately $720,000. 


The potential tax benefits of the losses carried forward, the unrecorded investment tax credits and the additional tax deductions 


available have not been recognized in these financial statements. 
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